STATE OF TENNESSEE
DEPARTMENT OF COMMERCE AND INSURANCE
TENNCARE DIVISION
and
THE OFFICE OF THE COMPTROLLER OF THE TREASURY
DIVISION OF STATE AUDIT
MARKET CONDUCT EXAMINATION
and
FINANCIAL AND COMPLIANCE EXAMINATION
OF
THE TENNCARE OPERATIONS
OF
UNITEDHEALTHCARE PLAN OF THE RIVER VALLEY, INC.
d/b/a AMERICHOICE
NASHVILLE, TENNESSEE

FOR THE PERIOD JANUARY 1, 2009
THROUGH DECEMBER 31, 2009



VI,

VII.

VIIL.

TABLE OF CONTENTS
FOREWORD
PURPOSE AND SCOPE
PROFILE
PREVIOUS EXAMINATION FINDINGS
SUMMARY OF CURRENT FINDINGS

DETAIL OF TESTS CONDUCTED - FINANCIAL
ANALYSIS

DETAIL OF TESTS CONDUCTED - CLAIMS
PROCESSING SYSTEM

REPORT OF OTHER FINDINGS AND ANALYSES -
COMPLIANCE TESTING

Appendix 1 — Details of the Review of Provider
Complaints Submitted to TDCI

Appendix 2 — Details of Testing of Independent
Reviews



STATE OF TENNESSEE
DEPARTMENT OF COMMERCE AND INSURANCE

615-741-2677 TENNCARE DIVISION 615-532-8872
Phone 500 JAMES ROBERTSON PARKWAY, 11" Floor Fax
NASHVILLE, TENNESSEE 37243-1169

TO: Darin Gordon, Deputy Commissioner
Tennessee Department of Finance and Administration, TennCare Bureau

Julie Mix McPeak, Commissioner
Tennessee Department of Commerce and Insurance

VIA: Gregg Hawkins, CPA, Assistant Director
Office of the Comptroller of the Treasury
Division of State Audit

Lisa R. Jordan, CPA, Assistant Commissioner
Tennessee Department of Commerce and Insurance

John Mattingly, CPA, TennCare Examinations Director
Tennessee Department of Commerce and Insurance

CC: Mark Emkes, Commissioner
Tennessee Department of Finance and Administration

FROM: Gregory Hawkins, CPA, TennCare Examinations Manager
Laurel Hunter, CPA, TennCare Examiner
Julie F. Burton, CPA, TennCare Examiner
Shirlyn Johnson, CPA, TennCare Examiner
Steve Gore, CPA, TennCare Examiner
Ronald Crozier, TennCare Examiner

DATE: May 24, 2011
The Financial and Compliance Examination and Claims Processing Market Conduct Examination of

the TennCare Operations of UnitedHealthCare Plan of the River Valley, Inc., Nashville, Tennessee,
was completed January 24, 2011. The report of this examination is herein respectfully submitted.



UPRYV TennCare Operations Examination Report
May 24, 2011

Page 4

FOREWORD

On April 27, 2010, the TennCare Oversight Division of the Tennessee Department of
Commerce and Insurance (TDCI) notified representatives of the TennCare operations of
UnitedHealthcare Plan of the River Valley, Inc. (UPRV) d/b/a AmeriChoice of its intention to
perform a market conduct, and financial statement and compliance examination. Fieldwork
began on June 7, 2010, and ended on June 18, 2010. The company continued to respond
to issues and provide requested documents through January 24, 2011.

This report includes the results of the market conduct examination “by test” of the claims
processing system for UPRV’s TennCare operations. Further, this report reflects the results
of a limited scope examination of financial statement account balances as reported for
TennCare operations by UPRV. This report also reflects the results of a compliance
examination for its TennCare operations of UPRV’s policies and procedures regarding
statutory and contractual requirements. A description of the specific tests applied is set
forth in the body of this report and the results of those tests are included herein.

PURPOSE AND SCOPE

A. Authority

This examination of the TennCare operations of UPRV was conducted jointly by
TDCI and the Office of the Comptroller of the Treasury, Division of State Audit
(Comptroller) under the authority of Section 2-12. of the Contractor Risk Agreement
(CRA) for the non-risk East Tennessee Grand Region and Section 2.25 of the CRAS
for the East, Middle, and West Tennessee Grand Regions between the State of
Tennessee and UPRYV, Executive Order No. 1 dated January 26, 1995, and
Tennessee Code Annotated (Tenn. Code Ann.) § 56-32-115 and § 56-32-132.

UnitedHealthCare Plan of the River Valley, Inc. (formerly known as John Deere
Health Plan, Inc.) is licensed as a health maintenance organization (HMO) in the
state and participates by contract with the state as a managed care organization
(MCO) in the TennCare Program. The TennCare Program is administered by the
TennCare Bureau within the Tennessee Department of Finance and Administration.

B. Areas Examined and Period Covered

As of financial statement date December 31, 2007, the lllinois Department of
Insurance conducted a full scope financial examination of UPRV then known as
John Deere Health Plan, Inc., because the company is domiciled in lllinois. The
Tennessee Department of Commerce and Insurance received and accepted lllinois’
Report of Examination dated June 22, 2009. As a result, this division focused on
selected balance sheet accounts and the TennCare income statement as reported
for UPRV’s TennCare operations submitted with its National Association of
Insurance Commissioners (NAIC) Annual Statement as of December 31, 2009, and

HATENNData\SharedMCO\UPRV\2009\10-249 Exam\UPRV Examination Report 2009.doc



UPRYV TennCare Operations Examination Report

May 24, 2011

Page 5

the Medical Loss Ratio Reports for the East, Middle, and West Tennessee Grand
Regions as of December 31, 2009.

The current market conduct examination by TDCI and the Comptroller focused on
the claims processing functions and performance for UPRV TennCare operations.
The testing included an examination of internal controls surrounding claims
adjudication, claims processing system data integrity, notification of claims
disposition to providers and enrollees, and payments to providers.

The compliance examination focused on UPRV’s TennCare provider appeals
procedures, provider agreements and subcontracts, and the demonstration of
compliance with non-discrimination reporting requirements.

Purpose and Objective

The purpose of the examination was to obtain reasonable assurance that UPRV’s
TennCare operations were administered in accordance with the CRA and state
statutes and regulations concerning HMO operations, thus reasonably assuring that
UPRV’s TennCare enrollees received uninterrupted delivery of health care services
on an ongoing basis.

The objectives of the examination were to:

o Determine whether UPRV met certain contractual obligations under the CRAs
and whether UPRV was in compliance with the regulatory requirements for
HMOs set forth in Tenn. Code Ann. § 56-32-101 et seq.;

o Determine whether UPRV had sufficient financial capital and surplus to ensure
the uninterrupted delivery of health care services for its TennCare members on
an ongoing basis;

o Determine whether UPRV’s TennCare operations properly adjudicated claims
from service providers and made payments to providers in a timely manner;

o Determine whether UPRV’s TennCare operations had implemented an appeal
system to reasonably resolve appeals from TennCare providers in a timely
manner; and

e Determine whether UPRV had corrected deficiencies outlined in prior TDCI
examinations of UPRV’s TennCare operations.
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PROFILE

A.

Administrative Organization

Heritage National Healthplan, Inc. (HNHI), an lllinois HMO, was incorporated under
the laws of the State of lllinois on August 5, 1985, and was licensed as an HMO by
the State of Illinois Department of Insurance in 1985. HNHI was licensed as an
HMO by the State of Tennessee Department of Commerce and Insurance on June
20, 1995. HNHI was a wholly-owned subsidiary of John Deere Health Care, Inc.,
(JDHC) which was a wholly-owned subsidiary of Deere & Company (Deere).

Heritage National Healthplan of Tennessee, Inc. (HNHT), a Tennessee health
maintenance organization, was incorporated under the laws of the State of
Tennessee on October 25, 1985, and was thereafter licensed as an HMO by the
State of Tennessee Department of Commerce and Insurance on July 1, 1986.
Under its license, HNHT administered commercial plans and also participated as a
contracted HMO in the TennCare program.

On September 10, 1996, HNHT, submitted to the State of Tennessee Department of
Commerce and Insurance a proposed plan to merge with and into HNHI. On
November 18, 1996, the merger of HNHT with and into HNHI was approved by the
Commissioner of the Tennessee Department of Commerce and Insurance to be
effective December 31, 1996. Effective July 1, 1999, HNHI changed its name to
John Deere Health Plan, Inc. (JDHP) which was a wholly-owned subsidiary of Deere
& Company.

On December 6, 2005, Deere & Company entered into a stock purchase agreement
with United Healthcare, Inc. for the sale of JIDHC and its subsidiaries. Effective
February 24, 2006, JDHC became a wholly-owned subsidiary of United Healthcare
Inc. JDHC changed its name to UnitedHeathcare Services Company of the River
Valley, Inc. (USCRV). JDHP then changed its nsme to UnitedHealthcare Plan of the
River Valley, Inc. (UPRV).

In addition to TennCare operations, UPRV has Medicare and commercial lines of
business in Tennessee, as well as in other states.

The officers and directors or trustees for UPRV at December 31, 2009, were as
follows:

Officers for UPRV

Daniel Roger Kueter, President
Robert Worth Oberrender, Treasurer
Christina Regina Palme-Krizak, Secretary
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Other Officers for UPRV
Bruce Chase Steffens, M.D., Chief Medical Officer
Directors or Trustees for UPRV
Daniel Roger Kueter James Edward Hecker
William Kenneth Appelgate, PhD. Cathie Sue Whiteside
Victoria Jean Kauzlarich Michael Paul Radu
Bruce Chase Steffens, M.D. Thomas Patrick Wiffler
Eric Paul
B. Brief Overview

UPRYV has served TennCare enrollees in the East Tennessee Grand Region since
the inception of the TennCare program in January 1994 under the CRA between
John Deere Health Plan and the TennCare Bureau.

Effective July 1, 2002, the CRA with UPRV was amended for UPRYV to temporarily
operate under a non-risk agreement for the East Tennessee Grand Region. This
period, otherwise known as the “stabilization period,” was established to allow all
MCOs a satisfactory period of time to establish financial stability, maintain continuity
of a managed care environment for enrollees and assist the TennCare Bureau in
restructuring the program design to better serve Tennesseans adequately and
responsibly. UPRV agreed to reimburse providers for the provision of covered
services in accordance with reimbursement rates, reimbursement policies and
procedures, and medical management policies and procedures as they existed April
16, 2002, unless such a change received approval in advance by the TennCare
Bureau.

During stabilization for the East Tennessee Grand Region operations, UPRV
received from the TennCare Bureau a monthly fixed administrative payment based
upon the number of TennCare enrollees assigned to UPRV. The TennCare Bureau
reimbursed UPRYV for the cost of providing covered services to TennCare enrollees.
The non-risk contract ended December 31, 2008; however, UPRV continued to
receive reimbursement for stabilization period claims subsequent to the contract
termination.

UPRV was successful in a request for proposals to contract with the TennCare
Bureau through at-risk agreements for all three grand regions of the State of
Tennessee. The Middle Tennessee Grand Region CRA became effective April 1,
2007, the West Tennessee Grand Region CRA on November 1, 2008, and East
Tennessee Grand Region CRA on January 1, 2009. Under at-risk agreements,
UPRYV receives monthly capitation payments based on the number of enrollees
assigned to UPRV and each enrollee’s eligibility classification.
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UPRYV is managed by USCRYV, pursuant to a service agreement. Per this service
agreement, UPRYV pays a management fee to USCRV based upon a percentage of
the monthly capitation payments received from the TennCare Bureau. Claims
processing, payroll, office space and other services are provided to USCRYV through
a cost reimbursement agreement with United Healthcare Service, Inc., a related
party. UPRV also pays United Behavioral Health, Inc. (UBH), a related party, a per
member per month fee for the administration of behavioral health services.

For the period January 1, 2009 through December 31, 2009, UPRYV received 63% of
its nationwide revenue and 74% of its Tennessee revenue, from payments for
providing medical and behavioral health benefits to TennCare members. As of
December 31, 2009, UPRV had approximately 170,600 TennCare members jn the
East Tennessee Grand Region, 187,400 in the Middle Tennessee Grand Region,
and 158,200 in the West Tennessee Grand Region.

Claims Processing Not Performed by UPRV

TennCare has contracted with other organizations for the administration and claims
processing of these types of services:

e Dental, and
e Pharmacy.

During the period under examination, UPRV subcontracted with the following
vendors for the provision of specific TennCare benefits and/or the processing and
payment of related claims submitted by providers:

e Vision — Spectera, Inc., a related party to UPRV,
e Behavioral Health — UBH, a related party to UPRV.

V. PREVIOUS EXAMINATION FINDINGS

The previous examination findings are provided for informational purposes. The following
were financial, claims processing and compliance deficiencies cited in the examination by
TDCI for the period January 1, 2007 through June 30, 2007:

A. Financial Deficiencies

1.

The following deficiencies were noted in the preparation of the TennCare operating
statement for the East Tennessee Grand Region:

e UPRV reported $85,736,072 premium revenue for the non-risk East Tennessee
Grand Region. This does not agree to the total of all payments received from
the TennCare Bureau for the period January 1, 2007 through June 30, 2007 of
$90,222,320.
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2.

e The amount reported as investment income is based on an allocation derived
from the administrative revenue received from the TennCare Bureau compared
to total company premiums. This method of allocation for investment income
does not appear reasonable.

The following deficiencies were noted in the preparation of the TennCare operating
statement for the Middle Tennessee Grand Region:

o The amount reported as investment income is based on a previously budgeted
amount for pro forma income statements submitted to the TennCare Bureau as
a requirement for the significant expansion into Middle Tennessee. This method
of allocation for reporting investment income does not appear reasonable.

¢ Expenses paid to UBH for the administration of behavioral health services were
incorrectly excluded from administrative expenses.

None of the previous financial deficiencies have been repeated in this report.

B. Claims Processing Deficiencies

1.

During fieldwork, it was determined that UPRV had not submitted to TDCI data files
for claims processed by all subcontractors in determining prompt pay compliance.
Davis Vision processes vision claims for UPRV in the East Tennessee Grand
Region, but the original data file submissions to TDCI did not include claims
processed by Davis Vision. After fieldwork, UPRV submitted data files for the
subcontractor from January 2007 through the current period.

The follow-up review to the implementation of the Middle Tennessee TennCare
product on April 1, 2007, finds the problems encountered during the implementation
did not materially impact accuracy and timeliness of claims processing. However,
UPRYV should continue to work through the remaining issues identified by UPRYV on
the post implementation issues log.

The following deficiencies were noted during the review of the procedures to
prepare claims payment accuracy reports:

e UPRYV failed to include in the claims payment accuracy samples the vision
claims processed by their subcontractors in both the East Tennessee Grand
Region and the Middle Tennessee Grand Region.

e The reports are not prepared by UPRV'’s Internal Audit Department, but rather
by a Quality Assurance Unit within UPRV’s Claims Operations Department.
Initial resolution between the Claims Department staff and Quality Assurance
staff in Moline, Illinois, does not involve input from staff based in Tennessee.
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When testing claims for claims payment accuracy, the CRAs require the plan to
compare payments to the contracted rate. UPRV did not test to the contracted
rate for all claims selected.

When testing claims for claims payment accuracy, the CRAs require the plan to
determine if the member’s eligibility at processing date was correctly applied.
UPRV’s procedure for this attribute was only to verify the social security number.

For the 129 claims selected for testing for the Middle Tennessee Grand Region, the
following discrepancies related to adjudication accuracy were noted:

For eight of the adjusted claims selected for testing, UPRV denied the claims on
initial processing based on the fact that the enrollee also had Medicare
coverage. For all eight of the claims tested, the services were non-covered
services by Medicare. UPRV made a policy change on August 13, 2007 to allow
certain procedures that will never be covered by Medicare to be processed as
primary without waiting for a Medicare explanation of benefits.

For five of the adjusted claims selected for testing, the claims processor
selected the incorrect provider number and associated fee schedule on first
processing.

Five of the denied claims tested were improperly denied due to manual
processing errors because the claims processing policies and procedures were
not correctly applied.

Three of the denied claims tested were denied with the explanation that the
member was not eligible on the date of service; however, the three enrollees
were actually retroactively eligible for TennCare before the start of operations,
April 1, 2007. UPRYV is contracted to manually process claims and reimburse
providers for covered services incurred prior to April 1, 2007.

Six of the denied claims selected were properly denied; however, the
explanation reason communicated to the provider did not adequately explain the
reason the claim was denied.

For the 129 claims selected for testing for the Middle Tennessee Grand Region, the
following pricing accuracy discrepancies were noted.

Seven of the adjusted claims tested for emergency ambulance services were
incorrectly paid. The fee schedule associated with these claims was incorrectly
configured to pay $0 for each trip charge and $0.01 per each mile instead of at
the established non-participating rates.
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e Eight of the paid claims tested for one hospital incorrectly paid when the service
was contracted to pay on the reimbursement methodology known as diagnosis
related group (DRG). An external tool was utilized to price the DRG payment,
but the external tool did not agree to the terms of the executed provider contract.
Findings similar to 3, 4, and 5 have been repeated in this report.
C. Compliance Deficiencies
1. The plan is currently operating in the East Tennessee Grand Region with an
unapproved provider manual. Additionally, a separate provider manual for Davis

Vision, Inc. has never been submitted to TDCI for approval.

2. For three of the four provider agreements selected for testing for the East

Tennessee Grand Region, the following deficiencies were noted:

e Ahospital provider agreement was signed in October 2001. The agreement
is deemed materially out of compliance with provider agreement language
requirements of Section 2-18. of the CRA for East Tennessee Grand Region
since numerous language revisions have been required for provider
agreements since 2001.

e An ancillary provider agreement was signed in December 2005 using a
template approved as of September 2004. The agreement is deemed
materially out of compliance with provider agreement language requirements
of Section 2-18. of the CRA for East Tennessee Grand Region since
numerous language revisions have been required for provider agreements
since September 2004.

e A unique ancillary provider agreement was executed in June 2004. This
agreement has never been submitted to TDCI for approval as a material
modification of the operational documents in accordance with Tenn. Code
Ann. 8§ 56-32-103(c)(1). The agreement is deemed materially out of
compliance with provider agreement language requirements of Section 2-18.
of the CRA for East Tennessee Grand Region since numerous language
revisions have been required for provider agreements since June 2004.

3. Aphysician group provider agreement was signed in May 2001 to operate in the

East Tennessee Grand Region. The provider operates in both the East and
Middle Tennessee Grand Regions. The agreement is deemed materially out of
compliance with provider agreement language requirements of Section 2-18. of
the CRA for East Tennessee Grand Region since numerous language revisions
have been required for provider agreements since May 2001. This provider has
not been contracted to provide services in the Middle Tennessee Grand Region,
but UPRV has included this provider in its Middle Tennessee provider directory.
UPRV was cautioned numerous times during the approval process for the
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expansion into the Middle Tennessee Grand Region that if East Tennessee
providers also provide services in the Middle Tennessee Grand Region, a
separate provider agreement must be executed for each region.

A community mental health center (CMHC) is contracted through an approved
provider agreement template; however, UPRV and the CMHC executed a
separate promissory note agreement. The promissory note agreement has was
not submitted to TDCI for prior approval in violation of Tenn. Code Ann. 8§ 56-32-
103(c)(1).

The following deficiencies were identified in the subcontracts tested:

e One subcontract for the administration of vision services in the East
Tennessee Grand Region, including credentialing services and the payment
of vision claims, was prior approved by TDCI in October 2004.

o0 The subcontractor contracts directly with providers of vision services.
UPRV has not submitted the provider agreement between the
subcontractor and vision providers for prior approval.

0 The vision subcontractor’s provider manual has never been submitted to
TDCI for approval in violation of Tenn. Code Ann. 8 56-32-103(c)(1).

0 The contract was amended in November 2004, but the amendment was
not submitted to TDCI for approval in violation of Tenn. Code Ann. § 56-
32-103(c)(1) and Section 2-9. of the CRA for East Tennessee Grand
Region.

e An affiliated company provides subrogation recovery services in both East
and Middle Tennessee Grand Regions. No subcontract has been submitted
to TDCI for prior approval which would allow the payment for these services
to a related party in violation of Tenn. Code Ann. § 56-32-103(c)(1).

The following deficiencies were noted in the review of the internal audit function
for UPRV’s TennCare operations:

e Section 2-9.m.2. of the CRA for the East Tennessee Grand Region and
Section 2.22.6.2 of the CRA for Middle Tennessee Grand Region require the
claims payment accuracy reports be prepared by the plan’s Internal Audit
Department. The reports are not prepared by UPRV’s Internal Audit but
rather by a Quality Assurance Unit within UPRV’'s Claims Operations
Department.

e As of the last day of examination field work, focused reviews of compliance
with the requirements of the CRAs for East and Middle Tennessee Grand
Regions had not been performed by Internal Audit. The Annual Audit plan
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7.

10.

submitted by UPRV to the TennCare Bureau indicated an internal audit has
been scheduled in January 2008.

e The Annual Audit Plan reported that the results of various audits performed
will be reported to the Compliance Officer and the Chief Financial Officer at
the Tennessee plan. The results of the various audits should also be
presented timely to UPRV’s board of directors.

When UPRV requests funding for medical claims processed in the East
Tennessee Grand Region, it requests from the TennCare Bureau the cash to be
paid at the time of processing plus any amounts of withholds computed. The
request of the withhold is a violation of Section 3-10.h.2.(b) of the CRA for the
East Tennessee Grand Region, since the funds are not released to providers
within 24 hours. In addition, Section 3-10.h.2.(d) of the CRA for the East
Tennessee Grand Region states interest generated by funds on deposit for
provider payments related to the non-risk agreement period shall be the property
of the State. UPRYV should remit to the TennCare Bureau all interest earned
from all withholds held for TennCare operations for the East Tennessee Grand
Region related to dates of service since July 1, 2002, the beginning of the non-
risk operations.

Funds related to outstanding checks for payments related to the non-risk
agreement period are maintained in an interest bearing account. UPRV has
failed to remit to the TennCare Bureau the interest earned on these funds in
violation of Section 3-10.h.2.(d) of the CRA for the East Tennessee Grand
Region. This finding was previously noted in the prior examination by TDCI and
remains uncorrected.

UPRYV has not complied with Section 2-10.h.4. of the CRA for East Tennessee
Grand Region and Section 2.21.10.2 of the CRA for the Middle Tennessee
Grand Region that require UPRV’s external auditor to execute an agreement
with the Comptroller of the Treasury. The agreement must be submitted on the
standard “Contract to Audit Accounts”.

Focused reviews of compliance with conflict of interest requirements of the
CRAs for the East and Middle Tennessee Grand Regions had not been
performed as of the last day of examination field work.

Findings similar to 2, 3, 4, 5 and 6 have been repeated in this report.

SUMMARY OF CURRENT FINDINGS

The summary of current factual findings is set forth below. The details of testing as well as
management’'s comments to each finding can be found in Sections VI, VII, and VI of this
examination report.

HATENNData\SharedMCO\UPRV\2009\10-249 Exam\UPRV Examination Report 2009.doc



UPRYV TennCare Operations Examination Report

May 24, 2011
Page 14

A.

Financial Deficiency

1.

Credit balances due to UPRYV from medical providers were exchanged for the
reduction of inter-company payables with USCRV. USCRV assumed
responsibility for the collection of the provider credit balances. However,
transfer of this asset in this manner was not defined in the management
agreement between UPRV and USCRYV. (See Section VI.D.)

Claims Processing Deficiencies

1.

UPRV was not in compliance with prompt pay claims processing requirements of
Tenn. Code Ann. 8 56-32-126(b)(1) for non-risk East Tennessee operations from
February 2009 through June 2009 and separate testing for non-emergency
transportation claims for March 2009 and May 2009. (See Section VII.A.)

The following deficiencies were noted when comparing the prompt pay data files
submissions to the information recorded in UPRV’s claims processing system:

e For twelve of the 115 claims, total service lines reported in the prompt pay
data file did not match the total service lines entered into the claims
processing system. URPYV should report all service lines as requested in
order for TDCI to properly analyze the data file submissions.

e For five of the 115 claims, UPRV incorrectly reported all service lines on the
claim as capitated services. UPRV should correctly report each service line
claim status in the prompt pay data file.

(See Section VIILA.)

UPRY failed to achieve claims payment accuracy requirements of 97% for the
East and West Tennessee Grand Regions in the first quarter 2009, West
Tennessee Grand Region in the second quarter 2009, and the Middle
Tennessee Grand Region in November 2009. (See Section VII.C.)

UPRYV reported thirty-two claims as errors in the fourth quarter 2009 claims
payment accuracy report. Two of the errors had not been corrected by UPRV as
of June 16, 2010. (See Section VII.C.2.)

The following deficiencies were noted during the review of the procedures to
prepare medical and NEMT claims payment accuracy reports:

¢ In determining claims payment accuracy percentages reported to the
TennCare Bureau, UPRYV failed to include vision claims processed by the
subcontractor, Spectera, Inc. When selecting claims for determining the
claims payment accuracy percentages, the subcontractors’ claims should be
included and the test work should be performed by UPRV.
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Section 2.22.6.2 of the CRAs for the East, Middle and West Tennessee
Grand Regions require the claims payment accuracy reports be prepared by
the plan’s Internal Audit Department. The reports are not prepared by
UPRV’s Internal Audit Department but rather by a Quality Assurance Unit
within UPRV’s Claims Operations Department.

Section 2.22.6.5.1 of the CRAs for the East, Middle and West Tennessee
Grand Regions list the minimum testing attributes and requires UPRV
maintain for audit and verification purposes the results for each attribute
tested for each claim selected. UPRV does not retain the results for each
attribute tested for audit and verification purposes.

Section 2.22.6.4.5 of the CRAs for the East, Middle and West Tennessee
Grand Regions require UPRYV to determine if the allowed payment agrees
with the contracted rate. UPRV’s claims payment accuracy testing
procedures do not confirm the allowed payment to the amount defined in the
providers’ contract for each claim tested.

(See Section VII.C.2.)

For the 115 claims selected for testing, the following discrepancies related to
adjudication accuracy were noted:

For one of the adjusted claims and one of the paid claims selected for
testing, UPRV was unable to produce the provider contract agreements in
effect for the date of service for the claims tested. TDCI was unable to
determine the payment accuracy for these two claims. UPRV should
maintain executed copies of all provider agreements.

For one paid and one adjusted claim selected for testing, the enrollees had
other insurance; therefore, UPRV should not have paid as the primary
carrier. For both these claims the enrollees had dual eligibility and the
claims processor failed to process with the other insurance as primary.

For one paid and one adjusted claim selected for testing, the denial reason
did not provide adequate information for the provider to properly correct and
resubmit the claim for processing. UPRV should insure that all denial
reasons adequately describe the reason for the claim denial so that the
provider may correct the error and resubmit the claim for reprocessing.

For one adjusted claim selected for testing, the claim was denied on multiple
submissions because UPRV did not specify to the provider all known
reasons for denial on the first submission.

For one claim selected for testing, UPRV incorrectly denied the first
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submission for exceeding timely filing limits. The member was retro-actively
eligible and therefore the timely filing denial was incorrect.

(See Section VIIL.F.)

For the 115 claims selected for testing, the following pricing accuracy
discrepancies were noted:

e Forone of the paid claims selected for testing, the claim was incorrectly paid
at a discount off charges basis rather than the contracted per diem rate.

e For one of the paid claims selected for testing, the claim was paid based on
the wrong fee table loaded into the claims processing system for that
particular provider. UPRYV has reprocessed the incorrectly priced claim and
loaded the correct fee table into the claims processing system. UPRV should
review other payments to this provider made before the corrected fee table
was loaded.

(See Section VII.G.)
Initially, four unusual copayment amounts were judgmentally selected for testing.

e For one of the four copayments selected for testing, UPRV incorrectly
applied a copayment on an enrollee not subject to copayment requirements.

An additional nine unusual copayment amounts were judgmentally selected for
testing. For four of the nine additional copayments selected for testing, UPRV
incorrectly applied a copayment amount.

e For three of the four errors, UPRV applied copayments on enrollees not
subject to copayment requirements.

e For one of the four errors, a copayment was incorrectly applied to both
physician and surgical services. The copayment should have only been
applied to the physician services.

(See Section VII.H.)

Electronic claims can be rejected by UPRV for accuracy and compliancy
requirements. The review noted that certain rejection codes were not based on
compliancy reasons (i.e. invalid data in the form of wrong format, invalid code,
non-compliant usage, missing required data, etc). Examples of rejection codes,
not based on compliancy reasons, include “No Medical Coverage Effective for
Date of Service” and “Duplicate Claim to Previously Submitted File or Duplicate
Claim”.
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(See Section VII.L.)
C. Compliance Deficiencies
1. The following deficiencies were noted for seven of the thirteen provider
complaints selected for testing:
For four provider complaints, UPRV sent an acknowledgment letter within 30
days but it did not resolve the complaint within the 60 days as stated in the
letter.
For two provider complaints, UPRYV did not send an acknowledgment letter
and did not resolve the complaint within 60 days.
For one provider complaint, UPRV did not send an acknowledgment letter
and the complaint was not resolved within 30 days.
(See Section VIIILA.)
2. The following is a summary of the significant claims processing issues and

provider complaint procedures noted in the review of provider complaints
submitted to TDCI:

Prior denial decisions were upheld on appeal when submitted by the
provider through UPRV'’s appeal process but the decisions were reversed
upon submission to TDCI's provider complaint process.

Individual anesthesia providers were not loaded into the claims processing
system as part of the provider group causing incorrect denials.

Error in the claims system provider file caused claims to be paid to wrong
provider.

Incorrect fee schedule was attached to the provider in the claims processing
system causing claims to deny incorrectly.

Procedure code incorrectly denied as invalid procedure on date of service
because procedure code was not updated timely by UPRV in the claims
processing system.

Procedure code incorrectly denied as not covered as a result of a manual
processing error.
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e Denial and response by UPRYV to a provider appeal incorrectly noted two
anesthesia services would not be paid on the same day.

e Anerroneous paymentwas incorrectly recouped by UPRYV after the provider
had already refunded the payment.

e Authorization incorrectly entered into UPRV claims processing system
caused incorrect denial for no prior authorization obtained.

(See Section VIII.B.)

A subcontractor, Johnson & Rountree Premium, attempted to collect on behalf of
UPRYV alleged overpayments by UPRV to medical providers. The subcontract to
Johnson & Rountree for the delegation of UPRV claims processing services was
not submitted to TDCI or the TennCare Bureau for prior approval in violation of
Section 2.26.3 of the CRAs for East, Middle, and West Tennessee Grand
Regions and Tenn. Code Ann. § 56-32-103(c)(1).

(See Section VIII.B.)

The following is a summary of the significant claims processing issues and
provider complaint procedures noted in the testing of independent reviews:

e UPRYV did not send payment in full to the provider within twenty calendar
days upon receipt of the independent reviewer’s decision pursuant to Tenn.
Code Ann. § 56-32-126(b)(3)(C).

o Prior denial decision was upheld on appeal when submitted by the provider
through UPRV’s appeal process. UPRV ultimately found the denial was
incorrect during further investigation for independent review.

e Claims denied incorrectly for eligibility because the members were
retroactively enrolled by TennCare to include the dates of service on the
claims.

(See Section VIII.C.)

A subcontractor, Allied Interstate, Inc., attempted to collect on behalf of UPRV
refund requests related to the coordination of benefits with other insurance plan.
The subcontract with Allied Interstate, Inc., for the delegation of UPRYV claims
processing services was not submitted to TDCI or the TennCare Bureau for prior
approval in violation of Section 2.26.3 of the CRAs for East, Middle, and West
Tennessee Grand Regions and Tenn. Code Ann. § 56-32-103(c)(1).

(See Section VIII.C.)
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6. For thirteen of the sixteen provider agreements selected for testing, the following
deficiencies were noted.

For seven provider agreements, the executed contracts do not agree with
provider agreement templates previously submitted by UPRV and approved
by TDCI. These provider agreements included altered or missing language
from the previously approved templates. For example Section 2.12.9.48 of
the CRAs for the East, Middle, and West Tennessee Grand Regions require
provider agreements to include specific conflict of interest language. For
one provider agreement the required conflict of interest language was
omitted.

For two provider agreements, the executed contracts include compensation
exhibits which have never been submitted by UPRV and approved by TDCI.

For three provider agreements, the executed contracts were amended,;
however, the amendments were never submitted by UPRV to TDCI for
approval.

For one provider agreement, the contract was effective November 1, 2008.
On November 21, 2008, UPRV submitted the agreement to TDCI for
approval. On December 19, 2008, TDCI disapproved the agreement for
deficiencies with provider agreement language requirements and because
all attachments were not provided. UPRV should not execute provider
agreements without prior approval. The deficiencies noted on December 19,
2008 were never corrected by UPRV.

(See Section VIII.E.)

7. The following deficiencies were identified in the subcontracts tested:

For one medical management subcontract, the executed subcontract
contains additional exhibits that were never submitted to TDCI for approval.

For two medical management subcontracts, the executed subcontracts
contain exhibits that do not agree to the exhibits prior approved by TDCI.

(See Section VIII.G.)

8. Section 2.22.6.2 of the CRAs for the East, Middle, and West Tennessee Grand
Regions require the claims payment accuracy reports be prepared by the plan’s
Internal Audit Department. The reports are not prepared by UPRV’s Internal
Audit but rather by a Quality Assurance Unit within UPRV’s Claims Operations
Department.
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(See Section VIIL.1.)

9. TDCI noted no material instances of non-compliance with conflict of interest
requirements during the examination test work; however, during the testing of
provider agreements it was discovered that one agreement did not have the
required conflict of interest language.

(See Section VIII.L.)

VI. DETAIL OF TESTS CONDUCTED — FINANCIAL ANALYSIS

A.

Financial Analysis

As an HMO licensed in the State of Tennessee, UPRV is required to file annual and
guarterly NAIC financial statements in accordance with NAIC guidelines with the
Tennessee Department of Commerce and Insurance. The department uses the
information filed on these reports to determine if UPRV meets the minimum
requirement for statutory reserves. The statements are filed on a statutory basis of
accounting. Statutory accounting differs from generally accepted accounting
principles because “admitted” assets must be easily convertible to cash, if
necessary, to pay outstanding claims. “Non-admitted” assets such as furniture,
equipment, and prepaid expenses are not included in the determination of plan
assets and should not be considered when calculating capital and surplus.

As of December 31, 2009, UPRV reported $814,058,107 in admitted assets,
$546,062,318 in liabilities and $267,995,789 in capital and surplus on the 2009
Annual Statement submitted March 1, 2010. UPRV reported total net income of
$76,327,723 on the statement of revenue and expenses. The 2009 Annual
Statement and other financial reports submitted by UPRV can be found at
www.tennessee.gov/commerce/tenncare/mcoreports.shtml .

1. Capital and Surplus

Tenn. Code Ann. 8 56-32-112(a)(2) requires UPRYV to establish and maintain a
minimum net worth equal to the greater of (1) $1,500,000 or (2) an amount
totaling 4% of the first $150 million of annual premium revenue earned for the
prior calendar year, plus 1.5% of the amount earned in excess of $150 million for
the prior calendar year.

Tenn. Code Ann. § 56-32-112(a)(2) includes in the definition of premium
revenue “any and all payments made by the state to any entity providing health
care services pursuant to any federal waiver received by the state that waives
any or all of the provisions of the federal Social Security Act (title XIX), and
regulations promulgated pursuant thereto, or pursuant to any other federal law
as adopted by amendment to the required title XIX state plan...” Based on this
definition, all TennCare payments made to an HMO licensed in Tennessee are
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to be included in the calculation of net worth and deposit requirements,
regardless of the reporting requirements for the NAIC statements.

Section 2.21.6.1. of the CRAs for East, Middle, and West Tennessee Grand
Regions require UPRV to establish and maintain the minimum net worth
requirements required by TDCI, including but not limited to Tenn. Code Ann. 8§
56-32-112. Additionally, Section 2.21.6.3.2. of the CRAs require the minimum
net worth to be recalculated for the implementation of the CHOICES program in
the Middle Tennessee Grand Region on March 1, 2010. CHOICES s
TennCare’s program for long-term care services including care in a nursing
home and certain services to help a person remain at home or in the community.
The minimum net worth shall be based upon projected premiums for CHOICES
and non-CHOICES members.

TennCare Payments Received for the Examination Period

For the examination period January 1 through December 31, 2009, the following
is a summary of TennCare payments received as defined by UPRV:

East Tennessee Grand Region — $ 47,137,223
Non-Risk
Performance Bonus 1,248,585

Total reimbursements and other
payments for TennCare non-risk
operations $ 48,385,808

East Tennessee Grand Region — At-Risk
Monthly Capitation Payments 429,956,801

Middle Tennessee Grand Region
Monthly Capitation Payments 585,113,777

West Tennessee Grand Region
Monthly Capitation Payments 417,800,994

Total Payments Received from
TennCare for the period January 1
through December 31, 2009 $1,481,258,383

Statutory Net Worth Calculation

As of March 1, 2010, the 2010 projected premiums for CHOICES in the Middle
Tennessee Grand Region and projected premiums for non-CHOICES members
in all regions is $1,748,714,530. As of December 31, 2009, reported premiums
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B.

by UPRYV for operations other than TennCare were $892,626,716. The total
premium basis to be utilized for the enhanced statutory net worth calculation as
of December 31, 2009 was $2,641,341,246. Therefore, the enhanced statutory
net worth requirement for December 31, 2009 was $43,370,119. UPRV’s
reported net worth at December 31, 2009, was $267,995,789 for an excess net
worth of $224,625,670.

Restricted Deposit

Section 2.21.6.4. of CRAs for the East, Middle, and West Tennessee Grand
Regions require MCOs to have on deposit an amount equal to the calculated
statutory minimum net worth requirement. In addition the CRAs state:

TDCI shall calculate the amount of the increased restricted deposits based
on the CONTRACTOR’s TennCare premium revenue only unless this
calculation would result in restricted deposits below the statutory
requirements set forth in Tenn. Code Ann. 56-32-212 related to restricted
deposits; in which case the required amount would be equal to the statutory
requirement as it is calculated by TDCI.

Utilizing only the 2010 projected premiums for CHOICES in the Middle
Tennessee Grand Region and projected premiums for non-CHOICES members
in all regions, the calculation does not result in a restricted deposit below the
statutory requirements set forth in Tenn. Code Ann. 8 56-32-112. UPRV’s
required restricted deposit as of the NAIC financial statement filing date of
March 1, 2010 is $29,980,718 based upon 2010 projected premiums for
CHOICES in the Middle Tennessee Grand Region and projected premiums for
non-CHOICES members in all regions of $1,748,714,530. UPRYV currently had
on file as of March 1, 2010 with TDCI safekeeping receipts totaling $35,900,000.

Claims Payable

As of December 31, 2009, UPRV reported $253,290,037 claims unpaid on the
2010 NAIC Annual Statement. Of the total claims unpaid reported,
$186,772,551 represents an estimate for TennCare operations. This amount
was certified by a separate statement of actuarial opinion. Review of the triangle
lag payment reports after December 31, 2009, through December 31, 2010, for
dates of services before January 1, 2010, determined that the reported claims
payable for TennCare operations was adequate.

TennCare Operating Statements

Sections 2.30.14.3.3 and 2.30.14.3.4 of the CRAs for the East, Middle, and West
Tennessee Grand Regions require each submission of NAIC financial
statements to contain a separate income statement detailing the quarterly and
year-to-date revenues earned and expenses incurred as a result of participation
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in the TennCare program.

No deficiencies were noted in the preparation of the TennCare Operating
Statements.

Medical Loss Ratio Report

Section 2.30.14.2.1 of the CRAs for the East, Middle, and West Tennessee Grand
Regions requires:

The CONTRACTOR shall submit a Medical Loss Ratio Report monthly with
cumulative year to date calculation using the forms in Attachment 1X, Exhibit
N. The CONTRACTOR shall report all medical expenses and complete the
supporting claims lag tables. This report shall be accompanied by a letter
from an actuary, who may be an employee of the CONTRACTOR, indicating
that the reports, including the estimate for incurred but not reported
expenses, has been reviewed for accuracy. The CONTRACTOR shall also
file this report with its NAIC filings due in March and September of each year
using an accrual basis that includes incurred but not reported amounts by
calendar service period that have been certified by an actuary. This report
must reconcile to NAIC filings including the supplemental TennCare income
statement.

The medical loss ratio (MLR) reports as submitted on January 21, 2010 for the
period ending December 31, 2009 originally reported MLRs of 87.89% for the East
Tennessee Grand Region, 86.07% for the Middle Tennessee Grand Region, and
88.98% for the West Tennessee Grand Region. TDCI reviewed the MLR reports for
the same period ending December 31, 2009 but submitted on November 21, 2010.
UPRYV reported adjusted MLRs of 83.59% for the East Tennessee Grand Region,
81.27% for the Middle Tennessee Grand Region, and 83.74% for the West
Tennessee Grand Region. The reason for the noted decrease in MLR percentages
is due to adjustments of incurred but not reported (IBNR) estimates. Over time the
IBNR estimates are reduced with the submission and payment of actual claims. The
procedures and supporting documents to prepare the MLR were reviewed. No
discrepancies were noted during the review of documentation supporting the
amounts reported on the MLR.

Management Agreement

UPRYV is a wholly-owned subsidiary of UnitedHeathcare Services Company of the
River Valley, Inc. (USCRV). UPRYV has entered into a management agreement with
USCRYV to provide management services to UPRYV for a fee based on a percentage
of net premium income. Additionally, UPRV has entered into an administrative
services agreement with United Behavioral Health (UBH) to provide mental health
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and substance abuse services paid on a monthly per member per month rate. UBH
is a related party to UPRV. The management agreements were previously
approved by TDCI and the TennCare Bureau.

During financial test work, it was noted that credit balances due to UPRV from
medical providers were exchanged for the reduction of inter-company payables with
USCRV. USCRYV assumed responsibility for the collection of the provider credit
balances. However, transfer of this asset in this manner was not defined in the
management agreement between UPRV and USCRV.

Management Comments

Management agrees that the transfer of credit balances due to UPRV from
medical providers is not explicitly defined in the management agreement.
The management agreement does include the following under Article Il
Duties of the Parties, approved by TDCI October 23, 2008:

...shall provide the following services on behalf of United [UPRV] and be
solely responsible financially for the costs associated therewith during the
term of this Agreement:

A. Supervision and maintenance of computerized management
information systems, related services and records, including claims
processing, enrollment and premium billing functions, making
payments to providers and other related administrative activities;

B. Development and implementation of standardized contract templates
for United's relationships with providers;

H. Marketing, sales, provider relations, utilization management, member
services and medical services functions; provided, however, that
UHS understands and agrees it shall be strictly prohibited from
engaging in any direct marketing to Covered Persons in performance
of the services set forth in this subsection H and subsections | and K
herein.

UPRV will submit an amendment to the management agreement that
documents the assumption of responsibility for asset recovery among the
functions performed by the management company on behalf of UPRV.

Schedule of Examination Adjustments to Capital and Surplus

As result of the examination procedures for the review of TennCare operations, no
adjustments are recommended to Capital and Surplus for the period ending
December 31, 2009.
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DETAIL OF TESTS CONDUCTED — CLAIMS PROCESSING SYSTEM

A. Time Study of Claims Processing

The purpose of conducting a time study of claims is to determine whether claims
were adjudicated within the time frames set forth in Tenn. Code Ann. 8§ 56-32-
126(b)(1) and Section 2-9.m.1 of the CRA for the non-risk East Tennessee Grand
Region and Section 2.22.4 of the CRAs for the East, Middle, and West Tennessee
Grand Regions. The statute mandates the following prompt payment requirements:

The health maintenance organization shall ensure that ninety percent (90%)
of claims for payments for services delivered to a TennCare enrollee (for
which no further written information or substantiation is required in order to
make payment) are paid within thirty (30) calendar days of the receipt of
such claims. The health maintenance organization shall process, and if
appropriate pay, within sixty (60) calendar days ninety-nine point five percent
(99.5%) of all provider claims for services delivered to an enrollee in the
TennCare program.

(A) “Pay” means that the health maintenance organization shall
either send the provider cash or cash equivalent in full satisfaction of
the allowed portion of the claim, or give the provider a credit against
any outstanding balance owed by that provider to the health
maintenance organization.

(B) “Process” means the health maintenance organization must send
the provider a written or electronic remittance advice or other
appropriate written or electronic notice evidencing either that the
claim had been paid or informing the provider that a claim has been
either partially or totally “denied” and specify all known reasons for
denial. If a claim is partially or totally denied on the basis that the
provider did not submit any required information or documentation
with the claim, then the remittance advice or other appropriate
written or electronic notice must specifically identify all such
information and documentation.

TDCI currently determines compliance with Tenn. Code Ann. § 56-32-126(b)(1) by
testing monthly data file submissions from each of the TennCare MCOs. Each
month is tested in its entirety for compliance with the prompt pay requirement of the
statute. If a TennCare MCO fails to meet the prompt pay standards for any
subsequent month after the month in which non-compliance was communicated by
TDCI, the MCO will be penalized as allowed by the statute in an amount not to
exceed ten thousand dollars ($10,000). TDCI also tests prompt pay compliance for
each CRA executed with TennCare. UPRYV has four (4) CRAs: a non-risk CRA for
the East Grand Region and full risk CRAs for the East, Middle and West Grand
Regions.
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Pursuant to Section 2.22.4 of the CRASs for the East, Middle and West Tennessee
Grand Regions, UPRV is required to comply with prompt pay claims processing
requirements in accordance with Tenn. Code Ann.§ 56-32-126(b)(1). In addition,
ATTACHMENT XI Section A.15.3 and A.15.4 of the CRAs for the East, Middle, and
West Tennessee Grand Regions require UPRV to comply with the following prompt
pay claims processing requirements for non-emergency transportation claims
(NEMT):

o The CONTRACTOR shall ensure that ninety percent (90%) of clean claims
for payment for NEMT services delivered to a member are processed within
thirty (30) calendar days of the receipt of such claims.

e The CONTRACTOR shall process, and if appropriate pay, within sixty (60)
calendar days ninety-nine point five percent (99.5%) of all NEMT provider
claims for covered NEMT services delivered to a member.

The following table represents the results of prompt pay testing for all TennCare
claims processed by UPRYV and its subcontractor for vision claims.

All claims
UPRV All TennCare Clean claims Within
Operations Within 30 days 60 days Compliance

T.C.A. Requirement 90% 99.5%
January 2009 98% 99.8% Yes
February 2009 99% 99.7% Yes
March 2009 98% 99.5% Yes
April 2009 99% 99.7% Yes
May 2009 99% 99.6% Yes
June 2009 99% 99.7% Yes
July 2009 100% 99.8% Yes
August 2009 99% 99.8% Yes
September 2009 100% 99.9% Yes
October 2009 100% 99.9% Yes
November 2009 100% 99.9% Yes
December 2009 99% 100.0% Yes

For TennCare operations, UPRYV processed claims timely in accordance with Tenn.
Code Ann. § 56-32-126(b)(1).
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The results of prompt pay testing concluded that separate testing for the claims
processed under the full risk CRAs for the East, Middle, and West Tennessee Grand
Regions and the vision subcontractor were in compliance with Tenn. Code Ann. §
56-32-126(b)(1) for the months January through December 2009. However, the
following instances of noncompliance were determined for non-risk East Tennessee

Grand Region claims for the period January 1 through December 31, 2009.

East Tennessee All claims
Grand Region Clean claims Within
Non-Risk Within 30 days 60 days Compliance

T.C.A. Requirement 90% 99.5%
February 2009 97% 99.2% No
March 2009 96% 98.2% No
April 2009 98% 99.4% No
May 2009 97% 98.6% No
June 2009 97% 99.0% No

It should be noted that the non-risk East Tennessee Grand Region contract with
UPRYV ended with dates of service December 31, 2008. The months determined as
noncompliant occurred during the run-out phase of claims processing.

Management Comments

Management concurs. Additional resources have been applied to mitigate
issues with timely claims processing, including detailed processing reports to
ensure focused attention on timely processing, projects to reduce the
pended claims inventory, and a twice-weekly review by supervisory staff to
identify claims with high priority for resolution.

Additionally, the following instances of noncompliance were determined for NEMT
claims for the period January 1 through December 31, 2009:

All claims
East Tennessee Clean claims Within
Non-Risk - NEMT Within 30 days 60 days Compliance
T.C.A. Requirement 90% 99.5%
March 2009 99% 99.0% No
May 2009 98% 96.8% No

Management Comments
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Management concurs. Additional resources have been applied to mitigate
issues with timely claims processing, including detailed processing reports to
ensure focused attention on timely processing, projects to reduce the
pended claims inventory, and a twice-weekly review by supervisory staff to
identify claims with high priority for resolution.

Verification of Prompt Pay Submissions

TDCI utilized the November 2009 claims data files previously submitted by UPRYV for
prompt pay compliance to select claims for testing. TDCI judgmentally selected 115
claims from the November 2009 prompt pay data file submissions. The information
submitted on the prompt pay data files was compared to the data contained in the
claims processing system and the claim submitted by the provider. The following
deficiencies related to the prompt pay data files were noted during the comparison.

For twelve of the 115 claims, total service lines reported in the prompt pay
data file did not match the total service lines entered into the claims
processing system. For each request for prompt pay data files TDCI
includes a file layout specification. The specification includes a requirement
for a claim number and a claim line number to be provided for each claim.
URPV should report all service lines as requested in order for TDCI to
properly analyze the data file submissions.

For five of the 115 claims, UPRYV incorrectly reported all service lines on the
claim as capitated services. Fully capitated claims are considered by TDCI
to always have been paid within 30 days. Since UPRV has incorrectly
reported claims as fully capitated, UPRV'’s previously calculated prompt pay
compliance percentage could be inflated. UPRV should correctly report
each service line claim status in the prompt pay data file.

Management Comments

Management agrees with the finding. A review of reporting logic was conducted,
and corrections have been completed as of September 2010. Claims with
missing service lines represented non-emergent transportation claims (NEMT).
Some behavioral health claims were identified as capitation, when the funding
had actually changed to reimburse as fee for services. Neither of these changes
is believed to have significant impact upon the outcome of the prompt pay
calculations.

Determination of the Extent of Test Work on the Claims Processing System
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Several factors were considered in determining the extent of testing to be performed
on UPRV’s claims processing system.

The following items were reviewed to determine the risk that UPRV had not properly
processed claims:

e Prior examination findings related to claims processing,

e Complaints or independent reviews on file with TDCI related to inaccurate claims
processing,

o Results of prompt pay testing by TDCI,
Results reported on the claims payment accuracy reports submitted to TDCI and
the TennCare Bureau,

e Review of the preparation of the claims payment accuracy reports,

e Review of internal controls related to claims processing.

As noted below, TDCI discovered deficiencies related to UPRV’s procedures for
preparing the claims payment accuracy reports. A discussion of the sample
selection methodology can be found in Section VII.D. of this report.

Claims Payment Accuracy Reports

Section 2.22.6 of the CRAs for the East, Middle, and West Tennessee Grand
Regions require that 97% of claims are paid accurately upon initial submission.
UPRYV was required to submit quarterly a claims payment accuracy report 30 days
following the end of each quarter until September 30, 2009. Starting in October
2009, the claims payment accuracy reports are to be submitted monthly. The
following table represents claims payment accuracy percentages reported by UPRV
for the examination period January 1, 2009 through December 31, 2009.

All Claims East West Middle

1st Quarter 2009 96.35% 96.73% 98.65%
2nd Quarter 2009 97.91% 95.69% 98.84%
3rd Quarter 2009 97.87% 97.54% 98.69%
October 2009 97.47% | 100.00% 97.06%
November 2009 97.50% 98.13% 96.25%
December 2009 97.00% 97.50% 98.50%
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UPRY failed to achieve claims payment accuracy requirements of 97% for the East
and West in the first quarter 2009, West in the second quarter 2009, and the Middle
in November 2009.

Management Comments

Management concurs. Additional resources have been applied to mitigate
issues with claims payment accuracy. These resources include remediation
training and performance management with individual claims processors, as
well as pursuit of system enhancements to allow additional types of claims to
auto-adjudicate and thus eliminate manual errors.

Additionally Section A.19.5.2 of the CRAs of the East, Middle, and West Tennessee
Grand Regions require UPRV to submit a quarterly NEMT claims payment accuracy
report. The report shall be based on an audit conducted by the CONTRACTOR in
accordance with Section 2.22.6 of the Agreement using a random sample of all
“processed or paid” NEMT claims. The report shall include the number and
percentage of NEMT claims that are paid accurately for each month in the quarter.
UPRYV reported the following NEMT claims payment accuracy percentages for the
examination period:

NEMT Claims East West Middle

1st Quarter 2009 99.71% 99.52% 99.44%

2nd Quarter 2009 99.58% 99.76% 99.61%

3rd Quarter 2009 99.37% 99.86% 99.55%

4th Quarter 2009 99.84% 99.83% 99.68%

UPRYV reported compliance with NEMT claims payment accuracy requirements of
97% for all regions for the examination period January 1 through December 31,
2009.

1. Procedures to Review the Claims Payment Accuracy Reports

The review of the claims payment accuracy reports included an interview with
responsible staff to determine the policies, procedures, and sampling
methodologies surrounding the preparation of the claims payment accuracy
reports. The review included ver